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IBRD Loans to Norway, Burma, and Haiti 


Loan to Norway 


The International Bank for Reconstruction and Devel- 
opment on May 3 made a loan of US$25 million to Nor- 
way for hydroelectric power development. It is for 20 
years, with interest at 454 per cent including the 1 per cent 
statutory commission charged by the Bank. Amortization 
will begin in August 1961. 

The loan will help to finance the Tokke power project 
which will add 400,000 kilowatts of generating capacity 
to the electricity network which serves southeastern Nor- 
way, including Oslo. This area now consumes 55 per cent 
of all the power produced in Norway. Despite the rapid 
expansion of electric power capacity in Norway, the sup- 
ply has not kept pace with the demand; power from the 
Tokke project will help bring the situation into balance. 
The first 100,000-kilowatt unit will come into operation 
in 1961, and the other three before the middle of 1963. 
The total cost of the project is estimated at the equivalent 
of $70 million. The Bank’s loan will provide $25 million 


of this amount and the remainder will be provided by the 


Norwegian Government, partly from appropriations from 
general revenue and partly by the sale of bonds to coun- 
ties, municipalities, power companies, and industrial 
users of power in southern Norway. 

Among Norway’s most important natural resources are 
its lakes and rivers which, because of the conformation of 
the land, can be harnessed for hydroelectric power at low 
cost. Only one fifth of the power potential has thus far 
been developed. Norway’s ability to supply power at 
costs lower than in most other areas of the world has 
attracted investment, both domestic and foreign, in indus- 
tries where power is a substantial cost factor, such as the 
electrochemical and electrometallurgical industries. Pros- 
pects for the expansion of these industries are good; fur- 
ther increases in aluminum production, for example, are 
now under consideration. Such developments would be 
important to the Norwegian economy since these industries 
produce largely for export; metals and chemical ferti- 
lizers already account for about one quarter of Norway’s 
exports. 

This is the third Bank loan to Norway. Two loans of 
$25 million each were made in 1954 and 1955, to help 
pay for capital equipment required for the development 
of the Norwegian economy. 


Loans to Burma 


On May 4, the World Bank made two loans, totaling 
$19,350,000, for the improvement of Burma’s transport 


system. These are the first Bank loans in Burma, and the 
funds will be used mainly for the reconstruction of instal- 
lations and properties destroyed during World War II. 

One loan, of $14,000,000, was made to the Commis- 
sioners for the Port of Rangoon and is guaranteed by the 
Government. The total cost of the Port of Rangoon proj- 
ect is estimated at the equivalent of $19.3 million. The 
Bank’s loan will finance the necessary imported equip- 
ment, materials, and services. The loan is for a term of 
20 years and bears interest of 4%4 per cent including the 
statutory | per cent commission charged by the Bank. 
Amortization will begin April 15, 1960. 

The second loan, of $5,350,000, was made to the Union 
of Burma. It will pay for freight cars, diesel railcars, and 
bridge construction materials for a rehabilitation and 
development program being carried out by the Burma 
Railways. The total cost of the program is estimated at 
the equivalent of $35 million, of which $20 million is 
foreign exchange. The foreign exchange requirements 
not covered by the Bank’s loan will come in large part 
from Japanese reparations; the rest of the financing, both 
of foreign exchange and local currency, will be provided 
by the Government and the Burma Railways. The Bank’s 
loan is for 15 years, with interest at 454 per cent. Amor- 
tization will begin October 15, 1959. 


Loan to Haiti 


lhe World Bank on May 7 made a loan of $2.6 million 
to Haiti to help finance a three-year highway improve- 
ment program. The Royal Bank of Canada is participat- 
ing in the loan, without the World Bank’s guarantee, to 
the extent of $413,000, representing the first three ma- 
turities which fall due from July 1, 1959 through July 1, 
1960. This is the first time that a Canadian bank has 
participated in a World Bank loan. 

The loan is the first made by the World Bank to Haiti. 
It is for a term of 10 years and bears interest of 44 per 
cent including the statutory 1 per cent commission 
charged by the Bank. Amortization will begin July 1, 
1959. 

The total cost of the highway program is estimated at 
the equivalent of $3,980,000. The Bank’s loan will pay 
for the necessary imported equipment, materials, and 
services; the local currency costs, equivalent to $1,380,000, 
will be met by the Haitian Government. Under the pro- 
gram, a highway maintenance section will be organized, 
equipped, and staffed to rehabilitate and repair 725 
miles of primary and secondary roads and to provide 
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continuing maintenance on all public highways and roads 
in Haiti. Remedying the difficulties of highway transport 
can be expected to give an incentive to increased agricul- 
tural production. It should have a beneficial effect on the 
Haitian economy as a whole by reducing food imports 
and increasing foreign exchange earnings through larger 
exports of Haiti's commercial crops. Of growing im- 


Europe 


Forward Arbitrage in EPU Currencies 


The exchange control authorities of EPU countries 
have announced a raising of the limit, from 90 days to 
180 days, on the duration of forward arbitrage trans- 
actions between EPU currencies. The extension does. not 
apply to transactions involving French francs or to trans- 
actions with authorized banks in France. The change is 
regarded in London as a reflection of the general im- 
provement in foreign exchange conditions in Western 
Europe. It is understood that, so far as sterling is con- 
cerned, permission to waive the 90-day rule has frequently 
been granted in recent months. 

Source: The Financial Times, London, England, May 1, 
1956. 


Sterling Area Reserves 


The gold and dollar reserves of the sterling area in- 
creased by $51 million in April. This was the fourth 
consecutive monthly increase and compared with gains of 
$67 million in March, $61 million in February, and $29 
million in January. U.S. defense aid receipts totaled 
$4 million in April, and $2 million was paid to EPU 
bilateral creditors; the U.K. account with EPU in March 
was approximately in balance, and therefore no net settle- 
ment was called for in April. The residual gold and 
dollar surplus of $49 million in April compared with a 
similar surplus of $88 million in March; it is pointed out, 
however, that there were substantial receipts on account 
of U.S. offshore purchases in March and that, after allow- 
ance for these receipts, ordinary gold and dollar receipts 
were about the same in the two months. 

The U.K. account with EPU in April showed a surplus 
of £14 million—the first monthly surplus since May 1955. 
Seventy-five per cent of this amount will be received in 
gold and dollars in May. The surplus for April is well 
below that of April 1955 (£22 million) and April 1954 
(£28 million). Normally April is one of the most favor- 
able months for dollar receipts from Western Europe; 
from May onward, outpayments to these countries in- 
crease, particularly as a result of tourist expenditures in 
the summer months. 

Source: The Financial Times, London, England, May 3, 
1956. 
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portance to the Haitian economy also is the tourist indus- 

try, which has become second only to coffee as a source 

of foreign exchange earnings. Easier motor travel can be 

expected to give a further impetus to this development. 

Sources: International Bank for Reconstruction and De- 
velopment, Press Releases, Washington, D.C., 
May 3, 4, and 7, 1956. 


Sweden's International Reserves 


The gold and foreign exchange reserves of Sveriges 
Riksbank and the commercial banks in Sweden fell by 
SKr 86 million (US$16.6 million) in the first quarter of 
1956, compared with a decline of SKr 83 million in the 
first quarter of 1955. The composition of the reserves 
improved; the share of gold and dollars was 97 per cent 
at the end of March, compared with 90 per cent at the 
end of 1955. 

Source: Svenska Dagbladet, Stockholm, Sweden, April 24, 
1956. 


Bank of Greece Annual Report 


The Governor of the Bank of Greece, Professor X. 
Zolotas, in his Annual Report to the General Assembly 
of shareholders on April 20, reviewed economic develop- 
ments in Greece, analyzed current problems, and set forth 
the policies and measures that might solve them. Gross 
national product in 1955 is tentatively estimated to be 
some 6 per cent higher than in 1954, the increase being 
attributed primarily to the processing industries and 
services. The increase, in real terms, in gross national 
product since 1951 is 26 per cent. Total available re- 
sources in 1955 increased less than the national product 
owing to a smaller balance of payments deficit than in 
1954. Total consumption increased substantially less than 
the national product although, mainly as a result of 
higher defense expenditures, public consumption increased 
more. Primarily because of an increase in the construc- 
tion of dwellings (substantially as a result of the recon- 
struction of earthquake-devastated areas), fixed invest- 
ment exceeded that in 1954 by 13 per cent, and accounted 
for 13 per cent of the gross national product. 


The external accounts position improved in 1955. The 
balance of payments deficit was $8.5 million; if imports 
effected by charitable organizations are taken into ac- 
count, the deficit was $25.6 million, compared with $50.5 
million in 1954. Total exchange earnings in 1955 were 
$387 million, an increase of $80 million, or some 26 per 
cent, over 1954; more than half of the rise reflected 
increased proceeds from sales of traditional export staples, 
i.e., tobacco, raisins, and also cotton, which in recent 
years has become an important export item, Both greater 
volume and higher prices contributed to the increase in 
export earnings. Invisibles accounted for 46.5 per cent 
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of total exchange earnings. Total exchange payments in 
1955 were $395 million, $40 million or some 11 per cent 
more than in 1954; $32.4 million of the increase was 
due to an expansion of imports. Payments for imports 
from the dollar area increased by $25 million owing in 
large part to government imports of wheat, oilseeds, and 
fuel, but dollar receipts, visible and invisible, increased 
by $13 million. The deficit with EPU (excluding the 
sterling area) decreased from more than $73 million in 
1954 to $22 million in 1955, primarily as a consequence 
of higher exports. There was also an improvement in 
the position toward the sterling area. Transactions with 
Eastern countries expanded by 10 per cent, and accounted 
for some 3 per cent of total foreign transactions. 

Utilized U.S. aid in 1955 was $59.8 million (exclud- 
ing $17.1 million of imports of charitable organizations) ; 
past, ofthis, howener,.was,in the form. of long-term.loans, 
repayable in drachmas. Continuation of U.S. aid, coupled 
with a smaller external deficit on current account, led to 
an increase in official reserves (excluding balances from 
the U.K. stabilization loan) from $130 million at the end 
of 1954 to $185.3 million at the end of 1955 and $207.4 
million on February 29, 1956. To these reserves should 
be added $15 million, earmarked for development pur- 
poses, from Italian reparations. On the other hand, the 
aggregate of obligations already undertaken amounted at 
the end of 1955 to an estimated $57 million, part of 
which, however, may be considered as permanent finan- 
cing. While recognizing that adequate reserves are a 
necessary safeguard for an economy like that of Greece, 
which is predominantly agricultural and whose exchange 
earnings are subject to wide fluctuations, the Governor 
suggested that reserves should soon be utilized, to a lim- 
ited extent, for the payment of capital goods needed for 
development projects of basic importance. He stressed 
that economic development is the only way to improve 
permanently the balance of payments position, The im- 
provement in 1955 was largely temporary, and must be 
ascribed in part to an accelerated movement of exports. 
The rate of increase in imports may be expected to rise 
in the comisg months, particularly if larger orders for 
capital good. are placed abroad. Also, in general, it is 
reasonable to expect a larger balance of payments deficit 
as the national product and incomes increase. 

Following an increase of Dr 387 million, or 11 per 
cent, in 1954, the note circulation increased by Dr 1,064 
million, or 27 per cent, in 1955, mainly because of fiscal 
and balance of payments developments. The Government’s 
over-all indebtedness to the Bank of Greece increased by 
Dr 707 million, in contrast to a decline of Dr 118 million 
in 1954. On the other hand, the real effect of the external 
deficit on the note circulation hardly exceeded Dr 600 
million in 1955, compared with more than Dr 1,300 mil- 
lion in 1954. Withdrawals by the Government of aid 
counterpart funds exceeded the balance of payments 
deficit; while the opposite was the case in 1954. The 
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Governor stated that, owing to a lower velocity of cir- 
culation, the increase in note circulation so far does not 
seem to have impaired monetary stability; however, a 
continued expansion of the means of payment, which is 
not followed or accompanied by a correspondingly larger 
supply of goods, is bound to impair this stability. A 
decline in the balance of payments deficit should be met 
through offsetting deflationary measures. In view of the 
lack of more flexible tools of monetary policy, such as 
open market operations, such measures should, under 
present conditions, take the form of limiting public cur- 
rent expenditures within the limits set by public cash 
receipts, and eliminating any other expansionist element 
connected with nonproductive purposes. 

The cost of living index increased by 5.9 per cent in 
1955, and the wholesale price index by 8 per cent. The 
larger.increase in the whelesale price index-is explained 
mainly by the fact that it includes more import and 
export goods, whose prices rose more than prices of 
other commodities. The Governor stated that the more 
remote ‘effects of the 1953 devaluation on prices and 
costs had already spent themselves in 1955, and therefore 
further price increases should be avoided. In addition to 
a sound monetary policy, measures to ensure price sta- 
bility may include encouragement of imports of basic 
goods by means of credit facilities, and government inter- 
vention in the market through sales from public stocks of 
imported goods. A policy for long-term improvement of 
commodity markets should include measures designed to 
reduce transportation and intermediary charges. 

Higher economic activity and measures taken in April 
1955 to inerease taxes resulted in a 20 per cent increase 
in tax revenue. Expenditures also were higher than in 
1954 as increases occurred in defense expenditures, pay- 
roll payments, and expenditures for the reconstruction of 
earthquake-stricken areas. According to the Governor, 
the budgetary situation can be improved permanently 
through curtailment of current expenses and systematic 
enforcement of tax legislation. He attaches primary 
importance to acquiring publie revenue from current 
incomes instead of using previously accumulated govern- 
ment balances. He stated that, to the extent that accruals 
of counterpart funds are equal to the external deficit, 
they are tantamount to a real absorption of current 
income and are, therefore, expendable in the course of 
the year. However, utilization of counterpart funds in 
excess of the balance of payments deficit corresponds, 
from a monetary point of view, to new money issues, and 
offsetting measures are then necessary. Since the present 
high defense expenditures can be met only with the assist- 
ance of sufficient foreign aid, utilization of counterpart 
funds for defense should be combined with earmarking 
resources in the current budget, and also current savings 
for development purposes, for utilization in later years. 
At the.same time, the Government should adopt measures 
that would gradually enable it to borrow from the banks 
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and the public, by means of Treasury interest-bearing 
bills. Such borrowing would help to raise funds for eco- 
nomic development, create conditions for the development 
of a capital market, and provide more flexible tools of 
monetary policy. The Governor emphasized the need for 
coordinating fiscal, monetary, and credit policies. 
Private sight and savings deposits with banks other 
than the Bank of Greece increased by Dr 827 million, to 
Dr 3,040 million, in 1955; this increase exceeded that 
in either 1953 (Dr 592 million) or 1954 (Dr 628 mil- 
lion). Of significance was the increase of Dr 190 million 
in savings deposits, to Dr 511 million, an amount more 
than three times that at the end of 1953. Also, the num- 
ber of bank depositors increased substantially during 
1955. The growth in private sight and savings deposits 
accounted for 78 per cent of the increase in the note cir- 
culation, compared with 150 per cent in 1954. However, 
the ratio of bank deposits to note circulation improved 
further. Total bank credit expanded by 5 per cent be- 
tween 1954 and 1955, or by 6.5 per cent if all loans 
granted by the Economic Development Financing Organ- 
ization and the Agricultural Bank are included. The 
increase in bank credit would be substantially higher but 
for the stricter credit policy adopted in December 1955. 
Credit was redistributed to some extent last year in favor 
of production and trade, other than import trade. The 
Governor stated that it appears that short-term and 
medium-term credit to industry was not insufficient, even 
if increases in wages and raw material prices are taken 
into account. The pressure for increased credit should be 
ascribed to greater use of installment sales and to foreign 
competition. Efforts should be made to modernize and 
reorganize industrial enterprises in an environment favor- 
able to industrial development, including stable tariff 
protection. Credit should be made available only to 
industries with willingness and ability to progress. 
Since deposits of public institutions and private deposits 
were used for purposes for which central bank funds had 
been used in the past, outstanding credit to agriculture 
and business by the Bank of Greece increased in 1955 by 
only Dr 220 million, compared with Dr 808 million in 
1954. Also, the increase in credit financed by commer- 
cial banks’ own resources last year was substantially less 
than in 1954. Public institutions’ deposits placed at the 
disposal of banks at the end of 1955 were lower than a 
year earlier, and the banks’ liquidity had increased. A 
substantial reduction in commercial banks’ dependence 
on the Bank of Greece makes it possible for the Bank of 
Greece to intervene as a lender of last resort. In addition 
to rediscount facilities, commercial banks are now al- 
lowed, under certain conditions, to make such drafts on 
the Bank of Greece as to establish debit balances with 
the Bank of Greece. This is a significant step toward a 
more flexible bank mechanism and greater credit stability. 
The Governor emphasized the importance of measures 
which would help to increase savings and channel them 
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to productive investment. Measures should be taken to 
accelerate the growth of bank deposits and to increase 
savings which are invested in securities of a productive 
nature. Also, savings in the form of life insurance should 
be revived and encouraged. The present strong propen- 
sity to consume should not be encouraged. Utilization of 
savings and other available noninflationary resources 
should be made on the basis of general and uniform 
criteria. Along with the creation of opportunities for 
productive investment, steps must be taken to make 
investment in real estate less attractive. 

Mobilization of internal savings for productive uses is 
hampered, according to the Governor, by the discrepancy 
between the interest rates on deposits and securities, on 
the one hand, and those prevailing in the nonbanking 
money market, on the other. Since the policy of lowering 
bank interest rates has not produced the expected psycho- 
logical results, a question to be examined is whether it 
might not be advisable to have the banks determine the 
level of interest rates in consultation with and under the 
supervision of the Currency Committee and the Bank of 
Greece. The bank rates of interest thus determined might 
be expected to lead gradually to a substantial growth of 
bank deposits and to a permanent equilibrium between 
the demand for credit and the volume of banks’ avail- 
abilities, and ultimately to lower interest rates. Credit to 
agriculture, handicrafts, and export trade should continue 
to be granted at lower interest rates until a new unified 
interest structure comes into existence. The Governor 
stressed that relative price stability, an improvement in 
the use of credit, and utilization of bank credit strictly 
for productive purposes are necessary prerequisites for 
the success of this policy. 

Both the Government and the banks should pursue 
positive policies to help develop a capital market that 
would ensure funds for economic growth. For this, the 
decisive elimination of symptoms which recall past infla- 
tionary situations and restoration of confidence are essen- 
tial. In addition, the supervision of corporations should 
be strengthened, and the policy of distributing dividends 
and paying interest rates compatible with actual money 
market conditions should be protected and encouraged. 
Along with the direct channeling of savings to construc- 
tion and the exploitation of large development projects, 
it would be advisable to establish corporations in which 
both private shareholders and the Government partici- 
pate, with the Government also having supervising rights. 

In conclusion, the Governor stated that the Bank of 
Greece is aware that economic development is impossible 
in an environment of economic instability, and that 
chronic inflation can frustrate any development efforts. 
At the same time, the Bank believes that in a country like 
Greece, with a growing population and low standards of 
living, the tendency toward higher incomes is unavoid- 
able, and this, unless accompanied by increases in real 
national product, tends to give rise to permanent inflation. 
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Therefore, currency stability must be coupled with stead- 
ily increasing economic activity and improving standards 
of living, which are the effect and at the same time the 
prerequisite to a strong and stable currency. The Gover- 
nor emphasized that, in order to achieve the objectives 
that he had outlined, it would be essential to formulate 
and to enforce, without regard to political factors, a firm 
and consistent economic policy. 


Source: Bank of Greece, Report of the Governor for the 
Year 1955, Athens, Greece, 1956. 


Russian Gold Sales 


Small amounts of Russian gold have been sold in Lon- 
don and Paris during recent months, but sales have not 
been so large as in 1954, and in the first six months of 
1955 did not exceed 4 tons. It has been widely assumed 
that the need to sell gold has declined as Russian exports 
to the United Kingdom have risen. Further sales of gold 
worth about £400,000 were made in London in the last 
week of April. 


Source: The Times, London, England, April 28, 1956. 


Middle East 
Jordan's 1956-57 Budget 


In Jordan’s ordinary budget for the fiscal year begin- 
ning April 1, 1956, which has been approved by the 
Council of Ministers, the Government’s income (includ- 
ing U.K. grants-in-aid and loans for economic develop- 
ment) is estimated at JD 21.5 million, compared with an 
estimated income of JD 17.3 million in the 1955-56 
budget. Expenditures in the 1956-57 budget are estimated 
at JD 23.4 million, compared with estimated expenditures 
of JD 17.9 million in the previous fiscal year. The larg- 
est part of the increase in expenditures is in national 
defense expenditures, which increased from JD 8.8 mil- 
lion in fiseal 1955-56 to about JD 12.0 million in the 
present fiscal year. The estimated deficit of JD 1.9 mil- 
lion in the present fiscal year will apparently be financed 
from the Government’s cash balances. 


Source: Le Commerce du Levant, 


April 25, 1956. 


Beirut, Lebanon, 


Far East 
India’s Industrial Policy 


The Prime Minister of India has presented to the 
Lower House of Parliament the Government’s revised 
Industrial Policy, which will supersede the Industrial 
Policy Resolution of 1948. It divides Indian industry 
into three broad categories. The first category will in- 
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clude industries whose future development will be the 
exclusive responsibility of the State. The second category 
will consist of industries which will become progressively 
State-owned; the State will generally take the initiative 
in establishing new undertakings, but private enterprise 
will be expected to supplement the efforts of the State. 
The third category will include all the remaining indus- 
tries; their future development will, in general, be left 
to the initiative and enterprise of the private sector. 


All new units in industries in the first category will be 
set up only by the State, except those whose establishment 
by the private sector has already been approved. This 
does not preclude the expansion of existing privately 
owned units, or the possibility of the State securing the 
cooperation of private enterprise in establishing new 
units when the national interests so require. Railways 
and air transport, arms and ammunition, and atomic 
energy will, however, be developed as central govern- 
ment monopolies. Whenever cooperation with private en- 
terprise is necessary, the State will ensure, either through 
majority participation in the capital or otherwise, that it 
has the requisite powers to guide the policy and control 
the operations of the undertakings. 


In industries in the second category, the State will 
increasingly establish new undertakings, with a view to 
accelerating their development. At the same time, private 
enterprise will have the opportunity to develop in this 
field, either on its own or with State participation. 


It is expected that the development of the remaining 
industries, which fall in the third category, will be under- 
taken ordinarily through the initiative and enterprise of 
the private sector, though the State may start any indus- 
try in this category. The policy of the State will be to 
facilitate and encourage the development of these indus- 
tries in the private sector, in accordance with the pro- 
gram formulated in successive five-year plans, by ensur- 
ing the development of transport, power, and other serv- 
ices, and by appropriate fiscal and other measures. 

The following industries have been assigned to the first 
category: arms, ammunition, and allied items of defense 
equipment; atomic energy; iron and steel; heavy castings 
and forgings of iron and steel; heavy plant and machin- 
ery required for iron and steel production, for mining, 
for machine tool manufacture, and for such other basic 
industries as may be specified by the Central Govern- 
ment; heavy electrical plant including large hydraulic 
and steam turbines; coal and lignite; mineral oils; min- 
ing of iron ore, manganese ore, chrome ore, gypsum, 
sulphur, gold, and diamonds; mining and processing of 
copper, lead, zinc, tin, molybdenum, and wolfram; min- 
erals specified in the Atomic Energy (Control of Produc- 
tion and Use) Order, 1953; aircraft; air transport; rail- 
way transport; shipbuilding; telephones and telephone 
cables, telegraph and wireless apparatus (excluding radio 


receiving sets); generation and distribution of electricity. 
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The industries assigned to the second category are all 
other minerals except “minor minerals” as defined in 
section 3 of the Minerals Concession Rules, 1949; alumi- 
num and other nonferrous metals not included in the first 
category; machine tools; ferroalloys and tool steels; basic 
and intermediate products required by chemical indus- 
tries; antibiotics and other essential drugs; fertilizers; 
synthetic rubber; carbonization of coal; chemical pulp; 
road transport; sea transport. 


Source: The Times of India, Bombay, India, May 1, 1956. 


indo-China’s Exchange Rates and Prices 


In the free market in Hong Kong, the rate for the 
Vietnam piastre fell to the equivalent of 4.50 French 
francs in April. The Cambodian riel rate was 4.76 francs, 
and» the Laoctianm*kip rate5.50°francs.’ In the parallel 
market in Saigon, the U.S. dollar rate, which had aver- 
aged 83 piastres in March, moved to 84.50 piastres at the 
beginning of April. 

The cost of living in Vietnam fell slightly in March, 
but the index for Europeans rose from 164 (April 1953= 
100) to 170. This movement is attributed to the growing 
scarcity of certain European goods, which cannot be 
financed by U.S. aid and therefore are no longer imported. 


Source: Marchés Coloniaux du Monde, Paris, France, 
April 21, 1956. 


Interbank Exchange Transactions in Japan 


The foreign exchange market in Japan has been extend- 
ing gradually from spot to forward transactions. Recent- 
ly, interbank transactions among foreign exchange banks 
have risen to more than half of their total foreign 
exchange transactions, and professional brokers have 
begun to operate. This trend toward expansion of foreign 
exchange market transactions, and particularly toward 
less dependence on the Ministry of Finance Account 
(Foreign Exchange Fund), indicates a move forward in 
the normalization of the foreign exchange market. Here- 
tofore, nearly all foreign exchange transactions were be- 
tween the foreign exchange banks and the Ministry of 
Finance Account; interbank dealings were exceptional 
and limited to spot transactions. 


Source: Bank of Japan, Monthly Economic Review, 
Tokyo, Japan, April 1956. 


United States 


U.S. Commodity Agreements 


Agreement with France 


The U.S. International Cooperation Administration has 
agreed to sell $24 million worth of raw cotton and $6 
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million worth of wheat to France for local currency. 
Under the agreement, the francs will be made available 
to South Vietnam for the purchase of industrial com- 
modities in the franc area. The arrangement was made 
under Section 402 of the U.S. Mutual Security Act, which 
requires that at least $300 million of aid funds be used 
this fiscal year to finance the sale abroad of surplus U.S. 
farm products. To date this year these sales have totaled 
about $330 million in agreements with 21 countries. 


Agreement with Paraguay 


The U.S. Department of Agriculture announced on 
May 3 that Paraguay would purchase surplus farm prod- 
ucts totaling $3 million, including certain ocean trans- 
portation costs. Payment for the commodities by Para- 
guay is to be in local currency. The commodities in- 
cluded in the agreement are wheat, $1,240,000; flour, 
$430,000; edible oil, $315,000; lard, $195,000; dairy 
products, $420,000; and transportation, $400,000. 


Barter transactions 


Barter transactions with an export value of $165.6 
million were negotiated by the Commodity Credit Cor- 
poration (CCC) in the first quarter of 1956. These con- 
tracts, providing for the exchange of CCC-owned farm 
commodities for strategic and other materials, totaled 
$214.7 million in the nine-month period, July 1955-March 
1956. The major farm commodities exported against the 
contracts during the first quarter were wheat, corn, other 
feed grains, and cotton. At the end of March, the major 
strategic materials held in the CCC inventory were indus- 
trial diamonds, ferromanganese, cadmium, fluorspar, and 
palladium. 


Sources: The Journal of Commerce, New York, N.Y., 
May 3 and 4, 1956; Department of Agriculture, 
Press Release, Washington, D.C., May 4, 1956. 


Latin America 


Major Economic Changes in Mexico in 1955 


The Mexican Minister of Finance, Mr. Antonio Carrillo 
Flores, in an address to the Annual Bankers Convention, 
referred to the remarkable economic progress made in 
Mexico last year, as reflected in record production, em- 
ployment, and consumption. A high investment ratio 
helped raise the gross national product to 84 billion 
pesos, a real growth of 10 per cent over the 1954 product. 
A similar rate of growth is in prospect for this year; if 
realized, this expansion, together with the probable price 
increases, would produce a national product of 97 billion 
pesos. The number gainfully employed increased by 6 per 
cent in 1955, to 10.2 million. Domestic consumption rose 
owing to an 18 per cent increase in wages and salaries, 
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and to higher farm incomes as a result of better crops 
and higher prices, 


The balance of payments turned in Mexico’s favor. The 
gold and foreign exchange reserves of the Bank of Mexico 
doubled in 1955, from $205 million to $410 million, and 
increased by another $25 million in the first quarter of 
1956. Exports were $770 million, or $144 million more 
than in 1954, owing to larger earnings from coffee, cotton, 
and metals. Earnings from foreign tourists reached a new 
record of about $350 million. Imports expanded by 10 
per cent, to $884 million. About 80 per cent of all imports 
now are goods needed for production; imports of fuel 
and lubricants have been reduced as domestic production 
has expanded, and imports of foodstuffs have dropped 
markedly. The payments prospects are favorable. While 
the cotton market hasbeen, very, competitive and. dis- 
turbed over the prospect of large exports from U.S. 
surplus stocks, the Government is confident that the 
United States will sell cotton abroad in an orderly man- 
ner that would not disturb world markets, and that cotton 
prices will not fall much below their present levels. A 
greater volume of exports of other products (coffee ex- 
ports are expected to increase by 500,000 bags) at good 
prices (prices of metals, notably lead, zinc, copper, and 
silver, remain firm), and earnings even larger than in 
1955 from foreign tourists, should compensate at least in 
part for any loss of cotton export receipts. Long-term 
foreign loans, negotiated in Europe and in the United 
States, will be used for basic industries and to improve 
the railroad system. 


The Minister stated that the Government is quite aware 
of the rapid monetary expansion during the last two 
years. The monetary authorities have been trying to curb 
an excessive expansion of bank credit, and every measure 
will be taken to tighten credit controls further if the cir- 
cumstances warrant it. Last year, prices increased by 
14 per cent under the impact of some further post- 
devaluation adjustments, large investments, and the rapid 
accumulation of foreign reserves. These developments 
have necessitated a reduction of public works expendi- 
tures and the accumulation of continuous budget sur- 
pluses in the last 14% years. Although Nacional Finan- 
ciera, the largest official financial institution, has been 
active in channeling most of its resources to basic indus- 
tries and public utilities, the Government intends only to 
guide, stimulate, and complement private enterprise and 
not to compete with it. In fact, it acted recently to encour- 
age private investment by introducing a new industrial 
development law, by lowering mining taxes, and by 
permitting a more rapid amortization for ineome tax 
purposes. 

Although industry contributes more than agriculture to 
the national income, most of the population is engaged 
in agricultural activities. Hence the Government has 
placed great emphasis on an expansion of agricultural 
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production. Favorable climatic conditions doubtless con- 
tributed to the high agricultural output in 1955, but large 
government investments also were instrumental in the 
gain. From 1926 to 1952 government investments in irri- 
gation exceeded 3 billion pesos, of which more than 2 bil- 
lion pesos were spent in the last three years. The irrigated 
land area increased from 1,480,000 hectares in 1952 to 
2,129,000 hectares in 1955. Establishment of a parity 
price system and crop insurance are some of the other 
important measures taken to improve agricultural pro- 
duction. 


Mr. Rodrigo Gomez, Director of the Bank of Mexico, 
reviewed in greater detail the recent monetary develop- 
ments. He explained that the large foreign exchange 
inflow has added considerably to the lending capacity of 
the commercial banks, and that. it would, have produced 
a greater monetary expansion if measures had not been 
taken by the monetary authorities. Although reserve 
requirements were already high, they were raised further 
for new demand and time deposits. They were also raised 
for new savings deposits, but part of these requirements 
could be met by bank purchases of government securities. 
As a result of the higher reserve requirements, open mar- 
ket operations, and a government surplus, the money 
supply expanded less than the foreign reserves in 1955 
and the first quarter of 1956. 


This policy of restraint has not precluded the exten- 
sion of credit for productive purposes. Total credit by 
the commercial banks increased from December 1954 to 
March 1956 at an annual rate of 27 per cent. Half of the 
increase was financed from new sight and time deposits, 
and the other half from increases in capital and reserves 
and new savings deposits. The Bank of Mexico continued 
its policy of granting rediscounts only to banks which 
suffer a serious decline in their deposits. New credit 
was channeled for productive activities, particularly for 
agriculture. Thus, from 1952 to 1955 agricultural credit 
increased by 186.3 per cent, and industrial and commer- 
cial credit by only 139 and 135 per cent, respectively. 


Source: Excelsior, Mexico, D.F., April 24, 1956. 


Other Countries 


Australian Government Loan 


The Australian Federal Treasurer has announced the 
government issue of a cash loan of £A 30 million at higher 
interest rates. Two classes of securities will be offered, 
the first maturing in August next year at an interest rate 
of 3%4 per cent, and the second in April 1963 bearing 
5 per cent interest. For both issues the price will be 9914. 
The terms of the last government loan, issued in Novem- 
ber 1955, were as follows: the one-year securities carried 
3 per cent interest and were issued at 9954, and the long- 
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term securities (10 or 15 years) were issued at par, with 
an interest rate of 44% per cent. 


The Treasurer said the Loan Council had decided that 
the recent increase in bond yields on the market had made 
it desirable to increase interest rates for the new loan. 
The yield to redemption on the short-term securities would 
be slightiy in excess of 4.15 per cent, and for the seven- 
year securities somewhat less than 5.1 per cent. 


As for the earlier loans, an income tax rebate of 2s. in 
the pound will apply to interest on this loan, and, if the 
securities are held to maturity, the capital gain will be 
nontaxable for most subscribers. 


Source: The Financial Times, London, England, May 2, 
1956. 


New Zealand and IMF Membership 


The New Zealand Royal Commission on Monetary, 
Banking, and Credit Systems, in reviewing the reasons 
for its recommendation that New Zealand should seek 
membership in the International Monetary Fund and the 
International Bank for Reconstruction and Development 
(see this News Survey, Vol. VIII, p. 348), stated that it 
is highly desirable that there should be a forum, such as 
the Fund provides, for the continuous study and review 
of the problems of international finance, with the object 
of facilitating cooperation in financial matters and making 
recommendations in good time to deal with any serious 
difficulties which might arise. New Zealand should make 
its due contribution in this field, and not leave it to 
others. The work which the Bank is doing in providing 
finance and technical assistance to underdeveloped areas 
is also worthy of support. 


As a Commonwealth member whose future is inextri- 
cably bound up with that of the United Kingdom, and as 
a member of the sterling area, it is in New Zealand’s 
interest to join the Fund. The additional reserves of at 
least £18 million over a four-year period, to which New 
Zealand would have access through the Fund, though not 
substantial, could be of some value in the event of de- 
pressed export markets; and there is the likelihood (judg- 
ing by recent experience of several member countries) 
that the Fund would allow greater or more rapid access to 
its resources in special circumstances. The Bank also 
might be a useful source of capital at a time when New 
Zealand could not provide for its necessary development 
from its own resources or from money borrowed in 
London. However, to be eligible to approach the Bank, 
it is necessary first to join the Fund. 


The Commission rejected the view that members of the 
Fund lose most of their freedom to alter their exchange 
rates at will, by accepting the authority of the Fund in this 
matter and by being required to consult with the Fund 
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before taking action. Countries certainly surrender to the 
Fund part of their freedom of action, but what happens 
in practice is rather that a degree of “sovereignty” is 
pooled by the members. It was noted that the Fund has 
shown a high degree of flexibility and recognition of 
domestic affairs and ways of life, and that members have 
not been prevented from taking any necessary steps to 
protect their balance of payments by way of import and 
other related controls. The Fund makes it obligatory that 
the interest of others be considered before an exchange 
rate is varied or exchange controls imposed, and this is to 
New Zealand’s advantage. If membership should prove 
unsatisfactory, New Zealand would be entitled to with- 
draw. 


The Commission also rejected the contention that the 
Fund and Bank are potent instruments of United States 
“imperialism” and that the aim of the United States is 
world domination, especially in the sphere of trade and 
commerce. New Zealand would be in a better position 
to place its views on international finance before the 
United States and other countries if it became a member 
of the Fund than if it remained outside the main organ 
of international cooperation in this field. The Fund has 
no authority over the internal policies of member coun- 
tries. The assertion that the Fund attempts to bring about 
deflation or unemployment is groundless, and the Gover- 
nors of the Fund are naturally interested in the well-being 
of their own countries. From a purely selfish point of 
view, New Zealand has a great deal to gain by lending 
every possible support to any organization designed to 
foster or smooth the path of world trade, for there are 
few countries so dependent on trade with others. 


Source: Report of the Royal Commission on Monetary, 
Banking, and Credit Systems, Wellington, New 
Zealand, 1956. 


Corrigendum 


Volume VIII, No. 43, May 4, 1956, page 344, item, 

“Reconstruction Office in Lebanon”: Line 4 should read 

. working capital of LL 30 million (about US$9.3 
million at average current free market rate).” 
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members of the staff of the Fund, is based on mate- 
rial published in newspapers, periodicals, official 
documents, and other publications as cited at the end 
of each note. Explanatory material may be added, 
but no Fund editorial comment or opinion. Therefore 
any views expressed are taken from the sources 
quoted and are not necessarily those of the Fund. 

The News Survey is published weekly, except in 
the Christmas and New Year weeks. It may be ob- 
tained free of charge by applying to 


The Secretary 


INTERNATIONAL MONETARY FUND 
1818 H Street, N.W. Washington 25, D. C. 





